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INDEPENDENT AUDITOR’S REPORT

Board of Directors
Rural Water District No. 6
Osage County, Kansas

We have audited the accompanying basic financial statements of Rural
Water District No., 6, Osage County, Kansas, as of and for the year ended
October 31, 2012, as listed in the table of contents, 7These financial statements
are the responsibility of Rural Water District No. 6, Osage County, Kansas'
management, Our responsibility is to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the guidance in the Kansas Municipal
Audit Guide {KMAG)} and the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United
States. Those standards .and guidance reguire that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made
by management,, as well as evaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of Rural Water District
No. 6, Osage County, Kansas, as of October 31, 2012, and the changes in its
financial position and its cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America.




In accordance with Government Auditing Standards, we have also issued
our report dated January 21, 2013, on our consideration of the District’s internal
control over financial reporting and on our tests of its compliance with -certain
provigions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed
in accordance with Government Auditing Standards and should be considered in
assessing the results of our audit,

The District has not presented the Management’s Discussion and Analysis
that accounting principles generally accepted in the United States of America
require to supplement, although not to be part of, the basic financial statements.

Our audit was conducted for the purpose of forming opinions on the basic
financial statements. The accompanying supplementary information is presented for
purposes of additional analysis and is not a required part of the basic financlal
statements. The information has been subjected to the auditing procedures applied
in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements
taken as a whole. -

Ve

January 21, 2013




RURAL WATER DISTRICT NO. 6

Osage County, Kansas

STATEMENT OF NET ASSETS
October 31, 2012

Current assets:
" Cash - checking
Accounts receivable
Prepaid insurance

Total current assetls

Noncurrent assets:
Restricted cash - checking
Restricted cash - savings

Capital assetis:
Property, plant and eguipment:
Land and easements
Water system
Office sguipment
Construction in progress

Less: accumulated depreciation

Total assets

The accompanying notes are an integral part
of these financial statements.

ASSETS

$ 29,7754
13,962
926

44,642
3,601
SN V(N §

. B,612

3,233
1,612,212
3,565

1,619,010
356,215
1,262,795

$.1,316.049




RURAL WATER DISTRICT NO. 6
Osage County, Kansas

STATEMENT OF NET ASSETS
October 31, 2012

LIABITLITIES AND NET ASSETS

Current liabilities:
Notes payable
Accounts payable
Accrued expense
Meter application deposits

Potal current liabilities

Moncurrent liabilities:
Notes payable

Net assets:
Invested in capital assets,
net of related debt
Restricted for debt service
Unyrestricted

Total net assets

Total liabilities and net assets

9,922
9,501
1,200

71,180

748,534
8,612

26,841

The accompanying notes are an integral part
of these financial statements,

4

$ 27,723

504,339

783,987

$ 1,316,049




RURAL WATER DISTRICT NO. 6
Osage County, Kansas

STATEMENT OF ACTIVITIES AND

CHANGES IN NET ASSETS
Year Bnded October 31, 2012

Operating revenues:

Water sales $ 71,026
Debt service charges 57,075
Penalties 1,116
Miscellaneous 4,456
Reimbursed expense 162
Total operating revenues $ 133,835

Operating expenses:

Water purchased 59,823
Supplies and repairs 7,785
Utilities 1,246
Office supplies and expense 1,895
Insurance 2,132
Salaries 9,325
Mileage reimbursement 1,736
Professional fees 5,048
Testing 296
bues 216
Miscellaneous 1,229
Water plan fees 635
Payroll taxes 919
Pepreciation _ 34,727
Total operating expenses 127,012
Net operating income 6,823

Non-operating income (expense):

Interest income (14
Interest expense (18,9113
Meter purchase 9,100
Grant income 454,179 444,354
Changes in net assets 451,177
Net assets, beginning of vear 332,810
Net assets, end of year 5 783,987

The accompanying notes are an integral part
of these financial statements.




RURAL WATER DISTRICT NO. 6
Osage County, Kansas

STATEMENT OF CASH FLOWS
Year Ended October 31, 2012

Cash flows from operating activities:
Receipts fyrom customers
Payments to suppliers
Other receipts

$ 127,738
(90,165)

2,851

Net cash provided by operating activities 40,424
Cash flows from capital and related
financing activities:
Grant proceeds $ 454,179
Note proceeds 9,066
Office equipment : (1,387
Principal paid on notes {9,132)
Interest pald on notes {18,868}
Construction in progress {501,970}
Meter application deposits 11,200
Net cash used by capital and
related financing activities {h6,912}
Cash flows from investing activities:
Interest received 181
Restricted cash 7 13,530
Net cash used by investing activities 13,721
Net decrease in cash and cash eguivalents (2,167
Cash, beginning of year 32,521

Cash, end of year

Reconciliation of operating income to net cash
provided by {used for) operating activities;
Operating loss
Adjustments to reconcile operating loss to
net cash provided by operating activities:
Depreciation
Meter purchase
Change in assets and liabilities:
Receivables and prepaids
Payables
Accrued expense
Meter application deposits

Net cash provided by operating activities

The accompanying notes are an integral part
of these financial statements.

529,754

$ 6,823

34,727
9,100

{2,678)
{9,625}
(23}

2,100

$__40,424




RURAL WATER DISTRICT NO. 6
Osage County, Kansas

NOTES TO FINANCIATL STATEMENTS

1 - Summary of Significant Accounting Policies

Eouity and Basis of Accounting

The District was organized under Kansas law and is accounted for as an
enterprise fund using the accrual basis of accounting. The District is not
included in any other governmental “reporting entity” as defined in GASB
pronouncements, since Board members are slected by the patrons of the
District, have decision-making authority, power to designate management, the
ability to influence operations and primary accountability for fiscal
matters.

Cash_and Cash Fguivalents

For purposes of the statement of cash flows, all checking and unrestricted
certificates of deposit are considered to be cash equivalents,

Capital Assets - Property, Plant and Equipnent

Property, plant and equipment are carried at cost. Depreciation is computed
using the straight-line method, When assets are retired or otherwise
disposed of, the cost and related accumulated depreciation are removed from
the accounts and any resulting gain or loss is recognized as income for the
period. The cost of maintenance and repairs is charged to income as
incurred; significant renewals and betterments are capitalized.

Membership

The sales price of benefit unit certificates is considered a contribution
to the District. Contributions for meter setbacks and extensions from
November 1, 1998 are also considered a contribution to the District. These
are reported as “members’ contributions.” At October 31, 2012, the District
had sold 197 benefit units.

Income Recognition

Water sales are recorded when collected. It is not practical to estimate
service receivables at year end and such amounts are not material to the
financial statements taken as a whole.




RURAL WATER DISTRICT NO. 6
Osage County, Kansas

NOTES TO FINANCIAL STATEMENTS
{Continued)

1 - Summary of Sianificant Accounting Policies (Continued

Income Taxes

Rural Water District No. 6, Osage County, Kansas, is a tax-exempt entity and
not subject to income taxes at either the federal or State level.

Budget

The District has not been required to operate vunder the Kansas budget laus.
For the fiscal year ending October 31, 2012, a budget was required by Rural
Development.

Estimates

The preparation of financial statements in conformity with generally
accepted accounting principles requires the use of management’s estimates.

2 - Restricted Assets

The District is using the reserve savings account and a portion of the
cash in bank - checking at Lyndon State Bank to meet all loan reserve requirements
at October 31, 2012, as follows:

Rural Development Administration Loan 02 5 6,910
Rural PDevelopment Administration Loan 04 1,702
Potal ] 8,612
Bococount balance as of October 31, 2012 5 B,612

3 - Capital Assets - Property, Plant and Eguipment

Capital assets -~ property, plant and equipment activity for the year
ended October 31, 2012 was as follows:

October 31, Additions October 31,

20311 {Dedugtions) 2012
Land and easements 3 3,233 % - 5 3,233
Water system 673,972 938,240 1,612,212
Construction in progress 448,683 (448,683) -
Office Bguipment 3,565 - 3,565

$1,129,453 $__ 489,557 $1,619,010

bDepreciation expense was $ 34,727 for the vear ended October 31, 2012.




RURAL WATER DISTRICT NO. 6
Osage County, Kansas

NOTES TO FINANCIAL STATEMENTS
{Continued)

4 - Long-Term Debt - Notes Pavable

Long-term debt consisted of the feollowing:

puring the prior year the District borrowed $ 395,000 from the United States
Department of Agriculture - Rural Development on a Real Estate Mortgage
{Insured Rural Water District Loan), dated May 9, 2011 for 40 years. The
monthly payment is $ 1,474, including interest of 3.25%. A portion of the
proceeds was used to pay off the mortgage payable to Berkadia Commercial
Mortgage on May 15, 2011. The loan is secured by all of the District’s
revenue and income, accounts, contract rights, water purchase contracts and
general Iintangibles, now owned or hereafter acquired.

There are two other loans due to Rural Development dated February 16, 1998,
payable for 40 years. The monthly payments are § 731, including interest
at 4.875%.

During the current year, the District borrowed $ 9,066 from the Lyndon State
Bank, Lyndon, Kansas on January 23, 2012 at 5% per annum, payable over sixty
months at $ 171 per nonth.

Loan balances and maturity dates are as follows!

October 31,

Maturity Date 2012
February 10, 2038 $ 94,437
February 10, 2038 23,9671
May 12, 2051 388,011
Januwary 23, 2017 7,846

$_514,261




RURAL WATER DISTRICT NO. 6
Osage County, Kansas

NOTES TO FINANCIAL STATEMENTS
(Continued) ‘

4 -~ ‘Long-Term Debt - Notes Pavable (Continued)

Maturities for the loans are as follows:

Year Ending October 31, Principal Interest
2013 s 9,922 $ 18,591
2014 10,332 18,181
2015 10,760 17,753
2016 11,205 17,307
2017 10,105 16,689
2018 - 2022 53,977 78,303
2023 - 2027% 65, 655 66,645
2028 ~ 2032 79,957 52,343
2033 - 2037 69,838 37,002
2038 - 2042 61,979 26,462
2043 - 2047 . 72,8098 15,542
2048 - 2051 57,633 3,362
514,261 % 368,360

Less: current maturities 9,922

$ 504,339

The following is a detailed listing of the District’s long-term debt:

Interest
Debt Issue Rates
Installment promissory notes!
Water system 4.875%
Water systen 4.875%
Water system 3.250%
Water system 5.000%

10




RURAL WATER DISTRICT NO. 6
Osage County, Kansas

NOTES TO FINANCIAL STATEMENTS
{Continued)

4 — Long-Term Debt - Notes Pavable {Continued)

The following is a summary of changes in long-term debt for the year
ended Qctober 31, 2012:

Beginning Additions Reductions Ending

Principal to of Principal
Debt Issue Outstanding _Principal __Principal Qutstanding
Installment promissory notes:
Water system 5 96,873 5 - S 2,436 § 94,437
Water system 24,454 - 487 23,967
Water system 383, 000 4,989 388,011

Water system 9,066 1,220 1.84%

5.514,327 3 9,066 § 9,132 $_514,261

5 - Deposits

Kansas State Statutes authorize the District, with certain
restrictions, to deposit or invest in open accounts, time deposits, certificates
of deposit, repurchase agreements and U.S. Treasury bills and notes. Statutes
also require that collateral pledged must have a fair market value equal to 100%
of the deposits and investments, less insured amounts, and must be assigned for
the benefit of the District.

At October 31, 2012, the carrving amount of the District’s deposits

was § 38,366 and the bank balance was § 38,414, all of which was covered by
federal deposit insurance,

I




RURAL, WATER DISTRICT NO. 6
Osage County, Kansas

NOTES TO FINANCIAL STATEMENTS
(Continued)

6 - Water Purchase Contract

On April 1, 1977, the District entered into a contract with Rural Water
District No. 7, Osage County, Kansas, for the purchase of water. The original
contract allowed for annmual modification to the original rate of § 1.00 per 1,000
gallons of water, The current price is 5 4,95 per 1,000 gallions of water,

The District’s water purchases for the year ended October 31, 2012 are
sumnarized as follows:

Gallons
Purchased Rate Amount
12,162,000 $ 4.70/4.95 $ 59,823

During the vyear October 31, 2004, the District entered into
conversations with Rural Water District NWo. 7, Osage County, Kansas, regarding
the price of water purchased per the contract. As a result, the two Boards have
voted unanimously to pursue conseolidation of the two Districts; however, at
October 31, 2012, no further progress has been accomplished.

7 - Related Party

During a prior year, a Board officer was hired as the maintenance man
for the District, to be compensated on an hourly rate and reimbursed for mileage.
buring the year ended October 31, 2012, $ 3,270 was paid in salary and $ 1,379
was paid for mileage reimbursement.

8 -~ Insurance Coverage

Insurance coverage for the District at October 31, 2012 is as follows:

Coveraqe

Commercial property:

Water tower (90% replacement cost) 5 221,801

Pump stabtion {90% replacement cost) 80,571
Commercial general liability:

Liability 1,000,000/1,000,000

Bodily injury and property damage 500, 000/500, 000

Damage to rented premises 166,000

Medical expense 5,000
Position schedule bond:

Treasurer 30,000
Linebacker declarations:

Liability 1,000,000/1,000,000

Deductible per loss 1,000

12




RURAL WATER DISTRICT NOC. 6
Osage County, Kansas

NOTES TO FINANCIAL STATEMENTS
{Continued)

9 ~ Water Sales

Puring the year ended October 31, 2012, the bhistrict sold 10,146,503
gallons of water, The water rates were $ 7.00 per 1,000 gallons. For the year
ended October 31, 2012, the approximate water loss was 18%, partly due to the
expansion of the District.

The District, at a special meeting on Aungust 16, 2011, approved
increasing the water rates as follows:

Minimum (Debt Service Charge) $ 25.00
Water {Per 1000 Gallons) T.00

The penalty figures at 10% per month on unpald balances and the State

water plan fee is $ 0.032 per 1,000 gallons included in water price, unchanged
from previous rates.

10 -~ Officers and Board Members

The officers and board members of the bistrict for the year ended
October 31, 2012 are as follows:

John Davied - Chairman

Don Garrett - Vice-Chairman
Gerald McMillen - Secretary
Pan Dehn - Treasurern

Roy Habegger - Member

Bob Bailey - Member

Loren Eissler - Mamber

11 - Grant Appiication

During a prior vyear, a Community Development Block Grant was applied
for by Osage County and granted in the amount of § 490,000, the proceeds to be
used for expansion of the District., The estimated cost of the expansion was
$ 950,000, The District received an additional loan from the Rural Development
Corporation in the amount of $§ 385,000. The Dbistrict contributed up to
approximately $§ 105,000. The grant was closed out on February 6, 2012, whereby
$ 454,179 of the grant was used.

12 - Kan Step Grant Application

“During Januvary 2013, a hearing was held by the Osage County
Commissioners to discuss a Kan Step Grant Application on behalf of Osage County
Rural Water District No. 6. The maximum Kan Step grant that may be reguested is
$ 300,000.

i3




RURAL WATER DISTRICT NO. 6
Osage County, Kansas

NOTES TO FINANCIAL STATEMENTS
{Continued)

12 - Kan Step Grant Application (Continued}

The County of Osage proposes to build a 30' by 50' building, located
at the Districts’ Water Tower site. ‘The building will consist of an office,
meeting room, restrooms, storage room, booster pump station, and chlorination
room. Alsc included will be a road crossing and connection to Public Wholesale
Water Supply District No. 12, Proposed financing is $ 215,000 from CDBG funds
and an estimate of $ 145,000 in volunteer labor and donated equipment,

13 - Subsequent BEvents

Management has reviewed subsequent events through January 21, 2013,

14
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Schedule 1

RURAL WATER DISTRICT NO. 6
Osage County, Kansas

. BUDGET COMPARISON

Year Ended October 31, 2012
Variance —
Pavorable
Actual Budget {Unfavorable)
Revenues!:
Water sales 5 71,026 § 80,400 S {9,374
Debt service charges 51,075 60,000 {2,925}
Late fees 1,116 1,200 (84)
Miscellaneous 4,618 150 3,868
Interaest income {14) 500 {514)
Total revenues 133,821 142,850 {2,029}
Expenditures:
Water purchased 59,823 63,450 3,621
Repairs and maintenance 7,785 6,500 (1,285)
Salary 9,325 10,000 675
Utilities 1,246 1,600 354
Professional services 5,048 6,000 952
Debt retirement {interest expense) 18,911 18,548 (363)
Miscellaneous 2,376 ) . (1)
Office supplies and expense 1,895 ) (1)
Insurance 2,132 ) 8,000 1,527 (1)
Mileage reimbursement 1,736 2,000 264
Payroll taxes 219 - {919) (1)
Pepreciation 34,727 27,500 (1,227)
Potal expenditures 145,923 143,598 {(2,325)
Net revenues over (under}
expenditures S {12,182) s {748} $_ (11,354)

Ses accompanying independent auditor’s report.
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REPCORT ON COMPLIANCE AND ON_INTERNAL CONTROL OVER
FINANCIAL REPORTING BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH _GOVERNMENT AUDETING STANDARDS

Board of Directors
Rural Water District No. 6
Osage County, Kansas

We have audited the financial statements of Rural Water District No. 6,
Osage County, Kansas, as of and for the year ended October 31, 2012, and have
issued our report thereon dated January 21, 2013, We conducted our audit in
accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

Tn planning and performing our audit, we considered Rural Water District
No. 6, Osage County, Kansas’ internal control over financial reporting as a basis
for designing our auditing procedures for the purpose of expressing our opinions
on the financial statements, but not for the purpose of expressing an opinion on
the effectiveness of Rural Water District No. 6, Osage County, Kansas’ internal
control over financial reporting. Accordingly, we do not express an opinion on
the effectiveness of Rural Water District No. 6, Osage County, Kansas’ internal
control over financial reporting.

A control deficiency exists when the design or operation of a control does
not allow management or employees, in the normal course of performing their
assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely.affects Rural Water District No. 6, Osage County,
Kansas' ability to initiate, authorize, record, process, or report financial data
reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of Rural Water District
No. 6, Osage County, Kansas' financial statements that is more than
inconsequential will not be prevented or detected by Rural Water District No. 6,
Osage County, Kansas’ internal control.

16




A material weakness 1is a significant deficiency, or combination of
significant deficiencies, that results in more than a remote likelihood that a
material misstatement of the financial statements will not be prevented or
detected by Rural Water bDistrict No. 6, Osage County, Kansas’ internal control.

Our consideration of internal control over filnancial reporting was for the
limited purpose described in the first paragraph of this section and would not
necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses. We did not identify any
deficiencies in internal control over financial reporting that we consider to be
material weaknesses, as defined above,.

Conmpliance

As part of obtaining reasonable assurance about whether Rural Water
District No. 6, Osage County, Kansas’ financial statements are free of material
misstatement, we performed tests of its compliance with certain provisions of
laws, regulations, contracts and grants, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts.
However, providing an opinion on compliance with those provisions was not an
objective of our audit, and, accordingly, we do not express such an opinion., The
results of our tests disclosed no instances of noncompliance that are required
to be reported under Government Auditing Standards.

We noted certain matters that we reported to the management of Rural Water
District No. 6, Osage County, Kansas in a separate letter dated January 21, 2013.

This report is intended solely for the information and use of the
management of Rural Water District No. 6, Osage County, Kansas and Rural
Development, and is not intended to be, and should not be, used by anyone other
than these specified parties.

¥

January 21, 2013
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